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DEPART MENT OF THE TREASURY

WASHINGTON. D; c.’ zom

pate; WL O AW .. Conptact Person:

1D Number:

Telephone Number:
T

the informati
The basis

submitted, we have concluded that you ;do not qualify for exempﬁon under that secuon
¥ our conclusion ;is set forth below.’

owned and operated by o
ag'a subchapter S

characteristics of limited liability:and
comomte—am the sole shareholders of
TheScorporaﬁonhasamendedﬂsChaﬂertodeleﬁeo the school as one of its
You have submitted a balance sheet listing as assets ofb the
® us| school and:have indicated that the land Is owned by . ~
as sole incorporator, fil r Articles of '
Your school is now doing businm-as%

as the lessors. You hava submitted an
stating that the fair market rental value for this

. er year. ‘You have executed a lease in the amount of
nnually from _ At that time, if you continue to occupy the
property, leaseoonmuesonamnﬂ!mmmmbasssandmmamlateﬂo-:mesmewnent

rent] or SSD annually. Thispropeﬂyislistedasmmtof_andnsvaluedat
on iis balance sheet.

urposelstooperateaMontessorisdwodmat

board of directors. The other directors are. fTITNENNND
Treasurer, SR Headmistress, and
is e ed as the Office Administrator of the school
is the Headmistress and receives
receives $28,000 compensation for her
toyourby-laws 'your board of directors is elected by your
0 appear to have appointed the board.

membershipl Your initial members




eehing with Artlde V.of your Charter which lists ' as your initial

are supported:primarily by tuition paymentsfmmemol!edsmdonm Youalsomayrecelve
grants, donafofis and receipts from various fund-raising activities. You offer some financial aid. . Your

policy on fi lalaldlstouseittokeepwnentsmdanheuonedmenmeﬁanﬁlhsexpedence
economic stres mmermanmakayowsdroolumaﬁom&letonewhmﬂiee To this end, you offer a
few needy students temiporary tuition reduction, loansorscholarshipseachyear No subsidy exceeds
50% of the ty Fawltych:ldren may receive ﬂnanaalald

= |Idrenareanmlled
B! ofyaromerboardmanbama!sohavedﬂdrenerwdledhyourpmgram It is not clear
‘ yourboard mmbersreoewefllancialaadmbehalfomekdﬁldrenorwhemermmonls
partoflha COMpPenss padcageoﬁeredtoyouremployees

501(c)(3) of the Code provides for the exempﬁon from federal income tax of organizations
organized operated exduaively for educational purposes

s’udents

iory 170(b)(1)(A)(ii).of the Code defines a school as.an educational organization, which nomally -
naintsins a fawltyandeculumandnonnaﬂyhasamgdaﬂyenrdledbodyofs&ndentsn
uttendance & the placetwhere its educational activities are regularly carried on.

1 501(c)(3)-1(a)(1)ofmelnoom Tax Reguiations states that, in order to be exempt-as an
bodinsecﬁon501(0)(3)ofmeCode.anorgamzaﬁonmustbeboﬂ1aganmedand
operated ex us?velyforoneormoreofmepurposaspeclﬁedmauchsecﬂm If an organization fails to

meet either the orgamzaﬁonal test or the operatlonal test, it is not exempt.

Sectiont 1.501(c)(3)-1{cX1) of the reguiations prmddesthatan agmizahon wilt be regarded as
“operated ex uswely'foroneormuoexemptpuposesmﬂyﬂmgagespmxaﬂynachwﬁeswhm

accomplish one:or more of such exempt purposes specified.in section 501(c)(3). ' An organization will not

tfmorethananmsubstanﬁﬂpatofitsqcﬁvtesisnotmmrtheranceofmc"'empt =

1.501(c)(3)-1{d)(1 )(ii) of the regulations siates tharan orgamzabon is not organized. or
ivalyforoneormomaxenptpurposesmle&ltsewesapublicraﬂ\ermanapnvala
ﬁomeetmorequn'emhofwssubdlvlslon it is necessary for an organization to
astablish th stnotorganzedoropembdformebweﬁtofpmatanhesmsuohasdesignated
ndividuals, ea'eatororhlsfamﬂy.sharu\oldemofmeaganizaﬁon or persons controlled, directly or
indirectly, by Buch private interests. ) _

1.501(0)(3)-1(d)(3)()ofﬂ\emmlationsprovidesmatﬂumrm “educational”, as used in
sechonsm( )(3).relatesto—

(a)Th u'ucﬂonoruauungofmendlvmﬂformepuposeofmpwvmgordevelopm his
capabiliti ;

!
1




Battd: ess Bureay of Washi Inited States 326US179 the Supreme
wolrt held thtthe presenceofaslngle non-exemptpmpose if substantial in nature, will destroy a claim
for exemptiol regardless oflhe numberorlrnportanee:ofw!yexempt purposes,

gforﬂxebeneﬁtofprivateparﬂeseonsﬁmesawbstanﬁal nonexempt purpose. Qld
“orminio X Inited States, 477 F. 2d 340 (4th Cir. 1l73).oert.demed413 U.S. 910 (1973).
Section 501( xs)ofmeCodepmvldesformeexanpﬁohﬁuModerdmeometaxoforganizaﬁms
P;rgamzed operated exclusively for educational purposes.

schol gsioner, 82 T.C. (1984),.an organization operated bingo at a bar for
) ofmismgmoneyforscholarships ‘The board inciuded the bar owners, the bar's -
oadlfectorofﬂ\ebar aswellastwoplayers .The board was self-perpetuating. The
ourt reasongd that since the bar owners controlled Meorganizatimandappomted the organization's
":ec’(ors.ihactiviﬁesoflheorganizahoncouldbeusedtoheadvantageofﬁlebarmners The
organization ¢laimed thatnwas independent because therewas ‘separate acoounﬁng and no payments
were going tc the bar ThaCouriwas not persuaded.

\axpay and the. Pastime Lounge were so lnterrehted asto be functionally lnseparable
Separate aocountings of rece:pts and dlsbursemems does not change that fact.

]

issioner, T.C. Memo 1997-424 (1997), affimed 82 AFTR 2d
7092 (1998). é Tax Court found that another gammg arganization was not exempt. ‘While the
organization gaised money for charitable purposes, it also operated for the substantial benefit of private
Interests. The organization's-founders, Kristine Hurd aud James Gould, were the sole owners of a bar,
KJ's Place. organizition, through the owners and. employees of KJ's Place, sold lottery tickets

" exclusively aflKJ's Place duriiiy reguiar business hours.. While in KJ's Place, the lottery ticket purchasers:
ware sold beverages from the.bar. The Initial directors were Hurd, Gould, and a related individual.- The
initial board -replaced several times until Hurd and Gould were no longer on the board. At all times
Hurd and G Idweromeorgamzaﬁonsoﬁioers SalarmhaqbompaidtoHum andiGould and rent had

ﬂ\osepmchoesceasedmdafemthmm the current board of directors
ed of at least the majority of the same members who allowed those amounts to be
ussrongnymggestsmammuandembmﬁeemsetpaicyfametmbeneﬁt

The rt concluded that K.J. sFundtalsetswasopecatadforsubslanﬂalpnvatebeneﬁtanddldnot
qualrfyfor tion. The Court of Appeals affimed the decision. It found that the organization had
served the mtereswofnsdlredorsnmamlnngandwgmenmg their business interests.




In mganegativeoondusbnm ds Surgij B8 ssicner, 113 T.C. 47
¥1999), the Tax Court alsomelyemhad me struduuofthe relaiionshupsamongme parties and

Clearty, mereusomeﬂmgh common between thestruchmofpodﬁoner’s sole;activity and the
nature.¢f petitioner’s purpose in engaging in it. Anorganhmm‘spurposesmaybeinmredfmm
itsm erofoperaﬁons its “activities provide a useful indicla of the organization's purpose or

WWWFﬁ%5Um Cir. 1991), affd. T.C. Memo.
,1

The nﬂmlwkeddmdymmegovanMQaquMMpWershnp It tikened itto a
.maa’dofdi Theomu'tstatadmmecomposmonofmeboardofdirectorsgmanmdieationof
- hether the Qroe izationisopemtedforpubhcorpnvatepurposes Thecourtquofedmthapprovalfrom
“income Tax emptofheComempomryNonpmﬁt Hosplhl' Mancino, 32 St. LouisULJ 1015, 1051
(1988) .

The d of directors, its composition, andntsﬁ:ncﬁonsarerdevanttotaxexempﬁon the
comppsition: of the board provides important evidence that the hospital serves; public rather
_ . than-piivate purposes. For, exampla, it is fair to presume that-a board of directors chosen
. from ¢he community would place the interests. of the community above those: of either the:
: nt.or.the medical staff of the hospital.- mssmerelévanceofﬂweboetdism'ls
;should indicate whether the hospital is operawd for the benefit of the community or
e beneﬁts for private interests. . - :
The im ortance of the ° mﬂ&msmmmummmwglmmh&rg%
i 74 7.C. 531 (1980). The Ghurch was controlled completely by one family, the L
Herberts:family completely controlled the Church's operations and as the only voting -
. ers able to perpefuate that control. The Court made the following statamsnt conceming the
emct of this control.

s operatioris.and activies indefinitely. Petitioner had no affiiation with any

pe
denomipation or ecclesiastical body and, therefore, the Herberts family was not subject to any
oulsideT:nterference or; influence in the control: of petitioner's. affairs. This means that the
‘M w:thoutdaalmgo,cmﬂdduatepethoner'spmg'anmdoperaﬂon praparentsbudget.
and its fund, andcwldoonﬁ\uetodosohdmtely
The ‘ '
104 (1981)
Rev.

in the new school, meboa'dofductotswasootmlewydmrent. The nuling concludes
did not serve:private interests. Part of that conclusion was based on the independence of
second-scenario, the for-profit school converted to a nonprofit school. The former '
the new school's directors. Thefonnermunerslnewdirednrsbeneﬁttedmmmuyfmm




rs were, in fact. dealing with themsdvesand will beneﬁtﬁnanaaltyfmmme
jon. Therefore, (the applicant) is not operated exclusively for educational and
able .purposes Aan,ddoes not qualify for exen_ipﬁon from Federal income tax under section

501(c)(3) of the:Code sets forth two main tesls for qualification for.exempt status. An

organization stbeboﬂwrganlzedandoperatad exdqsivelyforpumoses deseribed in section

501{c)(3). Because your primary activity is the presentation of fomnal instruction in a.school setting as
2 170(b)(1 XAXH) of the Code, you sahsfy the organizational requirements.

st however, also satisfy the operational tsst. The regulations under section 501(c)(3)
: requimments for satisfaction of the operaﬂonal test. The key fequirement is that an

irdarily In activities which accomplish one or more exempt purposes. Section 1.501 (cX3)-
e. regulations expands on the operated m concept by provvding that an

eregt. Based on 1he facm that you have pmvnded in‘your application for. mcognltlon of
b are not able to- conclude that you are operated exclusively for public rather than private

your founding parents nlhally created the school to afford their four: children
aMontessori program. The school was opetated as a sole proprietorship under sub-
e Intemal Revenue Code. In spinning off the school function to you, it is notable that none

gione .supra, and bymeHeibertsf‘anilymE t_:hhug We
, Theymamfroetosetpolicyformmrawnbenerﬁt

31'er|08$6 D rpremisesthatnsnotatanns-lengm Almoughmeoperabonofasdwoollsachmtable
activity, the manner in which you operate leads us to conclude that school bestows significant private
benefit on il andhexrfor-pmﬁtoorpotaﬁon.&

Accord youdonotqualﬁyhrexempﬁmasanorganmﬂondewﬁedmsecﬁonso1(cx3)of
meCodemdyounustﬂlefedefalhmmtamens ' .

COntﬂb+ﬂonstoyouaremtdeductbleundersecum 170 of the Code.

You hay ﬂwﬁghttoproﬁestﬂuismhngnfywbelleve:tsirmned. To protest, you should submit a
statement of y rvnewstothisoﬂice with a full explanation of your reasoning. This statement, signed by.
one of your .mustbesubmnedwmthOdawfmmmedateofmislether Youalsohaveanghtto _

secfion 1.504(c)3)(c)(1) of the reguiations directs the Service to defermine If the organization

sreviously owned or uW transfened to you. You continue to lease both
the fumishings from _ .
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wan'tone.wl'#nyouﬁleywrprowctatatement. lfyouaretoberepmenﬁedbysomeonewholsnotone
) Mpasmvdllneedmmeaproperpwerofaﬂomeyandomembequdifyunderow
- . Conference PracticesRequmemenb , ,

ure to exhaust available administrative mmediw Section 7428(b)(2).of the Code .

thata declarato:y judgement or decree under this section shall not Be issued in any
IeasmoTaxCourt. the United StatesCmutofFedaﬂClakns,ormeDismCourtefthe
g for the District.of Columbia détermines that the organization involved has exhausted |
remedlee available to It within the Intemai Revenue Service. . .

,Exemptand Govemment Enmies (TEIGE)ofﬁoe 'I‘nereaﬂer anyquwﬁons about your
 tax status should be directed to that office, either by calling 877-829-5500 (a toll free
coirespondence to: lnfamalRevemeServme TE/GE Customer Service, P.O. Box i
51508 Cincinnjatl, OH 45201. Thaappropﬂatesmoﬁddswﬂlbenomedofmisacﬁonhamdance

dmg addlbonal letters to us with respectuhomlsmse you will expedite their receipt by
.gaddress

Revenue Service ;

% T:EO:RA:T:4, Rm. 8232
1111 Consfitution Ave, N.W. :
Washlngton. D.C. 20224 :

. Kyou hy @ any quesﬂons, please eontact the person wbosa name and t*phone number are
- zhown in the heading of this leuar
ldnu) I. ¥, Saax

D AR ST

- 1. Gerald V. Sack
C . -Manager, Exempt Organizations .
Technical Group.4




